General Business Conditions 


HE outlook for business in 1959 con- 

tinues favorable. Most observers re- 

main unshaken in expectations that the 

broad upward movement of production 

and trade will continue throughout 
the year, although progress may be uneven and 
gains moderate in certain industries. The sea- 
sonal lull in activity between Christmas and 
Easter ordinarily brings increasing business cau- 
tion, and this year, despite a generally op- 
timistic outlook, is no exception. Nevertheless, re- 
ports on January and February business have 
made clear that activity is on the upgrade, and 
fourth quarter corporate profits figures make 
encouraging reading. 


The Federal Reserve index of industrial pro- 
duction (seasonally adjusted, 1947-49 = 100) 
inched up one point to 143 in January and in 
February appears to have pushed further toward 
its historic high of 146, recorded two years 
earlier. 
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Prominent in the month’s news was the s 
upsurge in steel output. With operations sched- 
uled at 87.6 per cent of capacity—an annual 
rate of nearly 180 million tons — in the last week 
of February, the industry scored its best weekly 
tonnage in over two years. A boom in steel or- 
ders started in mid-January, reflecting rising dur- 
able goods activity serps ad of users to protect 
themselves from the possibility of higher prices 
or a strike at mid-year when the current steel 
wage contract expires. Already delivery sched- 
ules are lengthening and some mills have 
informal allocations of certain of steel. So 
far, accumulation appears to have been slight 
and steel users’ inventories are still low in rela- 
tion to current consumption. Thus, the bulk of 
rebuilding steel stocks is still ahead and seems 
due to create an abnormal bulge in activity dur- 
ing the second quarter. 

In contrast, the automobile industry had nearly 
achieved by the end of February its goal of build- 
ing dealers’ stocks of new passenger cars to 
around 800,000 units from the model-change low 
of 371,000 on October $1. In short, the big 
production push in the auto industry is about 
finished, and the greatest share of the industry's 
contribution to the general advance is over for 
this model year, unless spring sales are un- 
expectedly strong. 

Apart from the special circumstances of these 
two industries, businessmen are still conserva- 
tive in placing new orders and cautious about 
reaching out too far in their forward commit- 
ments. It remains to be seen how long this con- 
servatism will last as sales and output rise. 


For the longer view, it is desirable that inven- 
tories be well balanced for efficient operation 
and adequate for aggressive pursuit of sales op- 
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inventory accumulation may be mistaken for an 
increase in basic demand and that as a result 
output and stocks will eventually be built up to 
unsustainable levels. 


Influences of Consumer Spending 

Some caution in new ordering stems from diffi- 
culty in evaluating the strength and pattern of 
future consumer demand. During the past reces- 
sion, the sustained level of personal consumption 
expenditures helped to absorb excess inventory 
and to avoid a spiraling downturn. The recovery 
has lifted personal income and buying, providing 
a basis for continued recovery. 

Retail sales in January were maintained at 
about the same seasonally adjusted rate as in 
December and were 5 per cent higher than in 
January 1958. Consumers evidently have been 
most willing to spend on nondurable goods and 
services. The textile industry, deeply depressed 
a year ago, has been enjoying a x recovery 
in orders and backlogs and has been able to 
advance prices and grant wage increases. 

The big question is what the consumer's atti- 
tude toward durable goods purchases will be — 
particularly spending on automobiles and parts, 
usually constituting over 40 per cent of consumer 
aunts goods outlays. Many families appear to 
be concentrating on rebui savings and re- 

ying debts rather than extending themselves 
or the purchase of “big ticket” items. Neverthe- 
less, instalment debt has once more started to 
rise, primarily reflecting a turnabout in auto 
Joans. 

New passenger car sales for January and the 
first 20 days of February appeared to be at an 
annual rate about in line with the 5% million 
industry estimate for 1959, up a little over a mil- 
lion from 1958. Sales in the 51 days of 1959 
were 18 per cent greater than a year earlier, but 
13 per cent behind the corresponding 1957 
period. Like sales, production in the past two 
months has been better than the disappoint- 
ing 1958 performance, but still short of 1955-57 
levels. 

Other consumer durables are receiving a boost 
from the highest rate of home building since 
1955. Government and industry spokesmen look 
for a continuing high level of home construction 
with a heavy carryover of contracts and uncom- 
pleted homes from 1958 and new starts around 
1,250,000 units for 1959. 

During the past month particularly, some re- 
tailers have expressed concern over the much 
discussed increases in state and local taxes. More 
and more, financial burdens of government are 
bearing down on the free choice of individuals 
in the disposal of their incomes. 





Kestratsus on Inflation 

Much comment was attracted by the Census 
Bureau's estimate that in January 4,724,000 per- 
sons were unemployed — equivalent to 6 per 
cent of the labor force on a seasonally adjusted 
basis. Actually, the 616,000 advance in unemploy- 
ment over the December figure was less than 
usual for this time of year, in contrast to the 
1,120,000 increase last year, when business was 
declining. Not to be overlooked is the fact that 
employment for this January — 62,706,000 — was 
the highest for any January on record. 

Nevertheless, the persistence of unemploy- 
ment is a matter of concern. When over half of 
the nation’s major industrial centers are officially 
classified as areas of substantial unemployment, 
it is not surprising that business and consumer 
spending patterns are tinged with caution. 

Ewan Clague, U.S. Commissioner of Labor 
Statistics, testified before the Joint Economic 
Committee of Congress recently that the normal 
growth of the labor force in 1959 would be about 
1,000,000 ns. To keep up with this growth 
and to al ai current ams has Misc totals to a 
more tolerable level—nearer 3 million — will 
require the placement of a great many people 
in new jobs during the year ahead. Most of these 
jobs presumably will be in trade, service, gov- 
ernment, and other rapidly growing nonmanu- 
facturing areas of the economy. It will require 
many to change their occupations, to learn new 
trades, and to move to other communities. This 
is only repeating a pattern that has appeared 
time and time again in the past and without 
which the economy could never have developed 
as it has. 

Encouraging to retail trade is the general 
stability of prices. Both wholesale and consumer 
prices have shown very little over-all change 
since mid-1958, partly because of offsetting move- 
ments in food and industrial prices. 

Over the long term, inflation is still a worry, 
but for the short run several forces serve to re- 
strain inflationary tendencies, among them the 
availability of unemployed manpower and idle 
industrial capacity, growing foreign competition, 
and efforts to contract federal expenditures and 
restore a balanced budget. 


Government Policies and Inflation 


The problem of inflation is due for a thorough 
airing in Washington. President Eisenhower has 
named Vice President Richard Nixon as chair- 
man of a Cabinet Committee on Price Stability 
for Economic Growth, with authority to investi- 
gate “those factors affecting the stability of costs 
and prices that will help prevent price increases.” 
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Senator Douglas and his Joint Economic Com- 
mittee are about te conduct a sweeping inquiry 
into inflation, full employment, and economic 

owth. Particularly noteworthy, however, is a 

d committee which will seek sources of in- 
flationary pressure right in the Government's own 
backyard. In appointing Chairman Raymond J. 
Saulnier of the Council of Economic Advisers as 
head of this new Cabinet Committee on Ac- 
tivities Affecting Prices and Costs, President 
Eisenhower stated: 

We need to make sure that we are not contributing to 
the nation’s inflationary problems by the way in which 
we run our own government business. 

The main government activities affecting prices 
and costs are, of course, spending and taxing. 
The Federal Government is far and away the 
biggest employer of people and buyer of goods 
and not infrequently pays more than is necessary 
to get a job done. Taxes, collected and paid by 
business and passed on to consumers, are a 
heavier cost of living than food and shelter. 
Cheap money policies, when employed simply 
to assist Treasury deficit financing, can also be a 
source of inflationary pressure. 

Beyond these general principles the Saulnier 
Committee can make a useful contribution by 
listing the multitude of government policies and 
programs which are specifically aimed at raising 
incomes — and hence also costs and prices. Farm 
programs are doubly costly to the taxpayer, in- 
volving outlays at his expense to reduce produc- 
tion and increase prices of food and clothing. 
But this is only the most obvious example. Other 
measures which keep inefficient or high-cost pro- 
ducers in business, as in the award of military 
contracts, tend to prevent the shifting of capital 
and labor to more productive uses. 

Government raises employment costs for in- 
dustry directly by payroll taxes and minimum 
or “prevailing wage” legislation, and indirectly 
by tolerating abuses of unemployment insurance 
and relief programs. Tariffs generally have been 
lowered, but import quotas and “Buy American” 
laws act even more positively to limit foreign 
competition. 


Price Maintenance Laws 


Direct government price fixing clearly inter- 
feres with the free working of competition. It 
has taken the form of state and federal “fair 
trade” laws, requiring maintenance of retail 
prices set by the manufacturer, and legislation 
such as the Robinson-Patman Act, which limits 
manufacturers’ price cutting. Regulation of rates 
charged by public utilities has long been a means 
of protecting the public against excessive charges. 


But when railroads, for example, are compelled 

to maintain unprofitable operations, or rate com- 

tition is suppressed, the effect is in the other 
irection. 

Government stimulants to home building have 
played an essential part in the inflationary spiral 
of residential construction costs. Outmoded re- 
quirements in many local building codes also add 
materially to construction costs. Business finds its 
costs boosted by the complicated accounting and 
record keeping necessitated by government regu- 
lations, and by the need to act as unpaid tax 


collector in making deductions from every pay- 
check. 


Vexing additional accounting and legal prob- 
lems confront business as a result of Supreme 
Court decisions, announced February 24, giving 
the states broader powers to levy income taxes 
on out-of-state corporations. As Justice Felix 
Frankfurter pointed out in a dissenting opinion: 

To subject these corporations to a separate income tax 
in each of these states means that they will have to k 
books, make returns, store records, and en age legal 
counsel, all to meet the divers and variegated tax laws 
of 49 states, with their different tax structures, different 
modes for determining ‘net income,’ and, different, often 
conflicting, formulas of apportionment. 

This will involve large increases in bookkeeping, ac- 
counting, and legal Byes: pay ae to meet these new 
d . The cost of such a far-flung scheme for com- 
plying with the taxing requirements of the different 
states may well ex the burden of the taxes them- 
selves, especially in the case of small companies doing a 
small volume of business in several states. 

Walter D. Fackler of the U.S. Chamber of 
Commerce testified before the Joint Economic 
Committee on February 9 that “the price rigidi- 
ties pushed into the system by Government 
regulations, subsidies, protection and price fix- 
ing ... taken in the aggregate, probably consti- 
tute, by far, the greatest inflationary bias we 
have.” He added: “As a possible source of infla- 
tionary pressure, private market power pales into 
insignificance alongside the inflationary engine 
that is Government.” In probing this area, the 
Saulnier Committee can make a real contribution 
toward public understanding of why prices keep 
pushing up. 


Rural Electrification Subsidies 


The controversy over President Eisenhower's 
plan to help balance the budget by eliminating 
the federal interest rate subsidy to borrowers 
from the Rural Electrification Administration 
(REA) provides a compelling illustration of how 
hard it is to withdraw federal assistance once 
people have become used to it. The President’s 
proposal, made in his January budget message, 
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was simply that: “The present statutory interest 
rate of 2% for loans made by the Rural Electrifi- 
cation Administration be replaced by a rate 
which will cover the current cost to the Treas- 
ury of equivalent-term borrowing and other 
reasonable costs.” The Treasury, which pro- 
vides the funds which the REA lends, has re- 
cently been paying up to 4 per cent to sell its 
securities, 

The President’s proposal immediately drew 
fire and in a speech before the National Rural 
Electric Cooperative Association, whose mem- 
bers borrow from the REA, he gave assurances 
that “this recommendation would not raise in- 
terest rates . . . on outstanding REA loans” and 
that it was not intended to be “harmful in any 
way” to rural electric cooperatives. Neverthe- 
less, the Association adopted resolutions asking 
Congress to protect the 2 per cent rate on REA 
loans and calling for still more government aid. 


Congressional leaders gave warm support to 
the Association’s position. A New York Herald 
Tribune dispatch reported that Senate Majority 
Leader Lyndon Johnson urged the members to 
“fight with beer bottles” if necessary to keep their 
advantages.: Speaker of the House Sam Rayburn 
said flatly: “If 2 per cent interest is a subsidy, 
then I am for a subsidy for that.” Explaining 
his stand, he added, “why not a little subsidy 
for the millions who, until a few years ago, were 
the underprivileged?” 

The answer to Speaker Rayburn’s question 
was given by the President in his speech to the 
Rural Electric Cooperative Association. He 
pointed out that government benefit oe gee 
are designed to insure that no group of citizens 
is unfairly handicapped. Once the handicap is 
overcome, justification for federal assistance is 
no longer there. 


The REA’s Accomplishments 


The fact is that the Rural Electrification Ad- 
ministration has done its work so well that “the 
underprivileged” it was designed to serve are 
underprivileged no longer. The REA was set up 
in 1935 in the midst of the Great Depression to 
put up money for local cooperatives to finance 
rural electrification. At the time only 10.9 per 
cent of the 6.8 million farms in the United States 


were receiving central-station electric service. 

Today, 24 years later and after the provision 
of $3.8 billion REA electrification loans and a 
vast expansion of service by private utilities, most 
of the rural electrification job has been done. 
More than 95 per cent of U.S. farms now have 
central electric service. 


Recently REA has been enlarging on its orig- 
inal purpose of financing the distribution of pow- 
er to rural consumers. Thus, loans to finance 
distribution and consumer facilities accounted for 
no more than 65 per cent of the $242 million 
REA electric loan total in fiscal '58. Financing 
generators for cooperatives, once rejected as a 
“last resort” by REA in favor of encouraging the 
purchase of private power, and construction of 
transmission lines took $86 million in fiscal 58. 

With the growing emphasis on generating and 
transmission facilities has come a tendency of 
REA borrowers to compete with existing pri- 
vately-owned utilities for industrial and commer- 
cial customers. In the past five years the com- 
mercial and industrial business of all REA co- 
operatives has doubled. Three out of four new 
customers are nonfarm. 

Meanwhile, under a 1949 Congressional au- 
thorization, the REA has taken on the additional 
task of financing rural telephone service and 
through June 30, 1958 had made available $478 
million for this purpose. 

Borrowings of the cooperatives regularly ex- 
ceed repayments so that their financing has in- 
volved a continuing drain on the Treasury. The 
President would make available, in his fiscal ’60 
budget d ae sey $268 million to increase loans 
to the electric cooperatives and $104 million for 
new telephone loans, as well as $9.6 million for 
REA administrative e . But, as stated 
earlier, he believes that the rate of interest paid 
should measure up to the Government's own 
cost of borrowing. Though the Administration 
has recommended tightening up on tax treatment 
of cooperatives, the rural electric cooperatives 
do not at present contribute significantly to fed- 
eral tax revenues. Financing their needs repre- 
sents a part of the staggering burden of farm 
subsidies. 

Meanwhile, the rural electric cooperatives 
have become sizable businesses. As early as 
1946, REA Administrator Claude Wickard cited 
as “the most important development of the year” 
the fact that “REA borrowers have become well- 
established, stable, mature business enterprises.” 

owned and operated cooperativ 
— which numbered 918 of the 996 REA nena tate 
year ended — exemplify the ability and determination of 
America’s farm people to solve their own problems. Many 
of these cooperatives are the largest business enterprises 
in their communities. 

The bi: growth has occurred in the post- 
war period. Net worth of REA electric borrow- 
ers increased seven-fold from 1947 to 1957, from 
$63.6 million to $486.9 million. Although more 
recent figures have not yet been published, their 


a & fn 2m fast 2 OU Ce Ge 


~~ * 


—~ 














March, 1959 





net worth is undoubtedly higher today. In com- 
rison, the net worth of privately-owned elec- 
tric utility companies doubled. 
It is hard to deny the President's conclusion 
that “we have reached a point where REA is no 
longer an infant enterprise.” 


Breaking Faith? 

A question of integrity was raised by Senator 
John Kennedy when he assured the representa- 
tives of the Rural Electric Cooperatives that 
Congress “would not go back on our word” by 
raising the 2 per cent interest rate on REA loans. 
It is always desirable to have emphasis on in- 
tegrity in public as well as private affairs. The 
fact is that, in the original Rural Electrification 
Act of 1936, the intent of Congress was that: 
“all such loans . . . shall bear interest at a rate 
equal to the average rate of interest payable by 
the United States of America on its obligations, 
having a maturity of ten or more years. . .” 

The tendency of beneficiaries of government 
benefits to perpetuate their favored status is 
what creates suspicion of new government pro- 
grams, however meritorious. They tend to go 
on and on, and cost more and more, as long as 
the taxpayer will stand for it. The President has 
set out the proper approach: “Ideally, in a Fed- 
erally sponsored and financed undertaking, it 
should be possible for the Government to step 
progressively aside as they reach the stage of 
self-sufficiency which enables them to move for- 
ward under their own sound management, own- 
ership and financing.” 

The President’s objective in curbing subsidies 
and balancing the budget is to avoid breaking 
faith with the American people in the most funda- 
mental sense. As he put it to the Rural Electric 
Cooperative Association: 

Shall government live within its means, shall our citi- 
zens, in a pros time, meet the cost of the service 
they desire of their Government? 

Or is it to be our established policy to follow the 
ruinous route of free republics of the ages past, the route 


of deficit financing, of inflation, of taxes ever rising, until 
all initiative and self-reliant enterprise are destroyed. 


Corporate Earnings in 1953 


The strong recovery of business activity and 
corporate earnings in the latter part of 1958 pro- 
duced better earnings statements for the year 
as a whole than had been anticipated. Annual 
reports published by leading corporations show 
sharp contrasts in operating results arising from 
the uneven impact of the recession and recovery. 
This bank’s tabulation of 1958 statements issued 
to date by 2,219 corporations shows combined 
net income after taxes for the full year of ap- 











proximately $13.9 billion, 12 per cent below the 
total for 1957. The 1,258 manufacturing corpora- 
tions in this sample reported a decline of 18 
per cent for the full year, but fourth quarter 
earnings, based on a smaller number of reports, 
showed a 13 per cent gain over the correspond- 
ing 1957 period. The strength of the recovery is 
emphasized by the 38 per cent increase in fourth 
quarter earnings over the third, which had al- 
ready improved over the low second quarter. 

In addition to manufacturing, the mining and 
transportation industries registered sharp de- 
clines in earnings for the year as a whole. Most 
electric and gas utilities and communications, 
however, continued to show growth in both oper- 
ating revenues and net earnings. In retail and 
wholesale trade and in banking and finance, earn- 
ings were in most cases maintained with relative- 
ly moderate change. 

Preliminary Summary of Net Income of Leading 
Corporations for the Years 1957 and 1958 
(In Thousands of Dollars) 
Reported Net Income Per 






































Ne. of Industrial After Taxes Cent 
Groups 1957 1958 Change 

118 Food products ._..... § 462,070 $ 471,271 2 
80 Beverages ———__.. 112,992 114,808 2 
18 Tobacco products —. 185,304 223,538 21 
55 Textile products 112,432 93,662 —iT 
29 Clothing and apparel. 16,657 16,014 —4 
16 Shoes, leather, etc... 86,427 80,275 —17 
22 Tires, rubber products 224,868 206,119 —8 
82 Lumber, wood prod. 111,448 115,093 +3 
47 Paper and allied prod. $37,187 809,682 —8 
52 Chemical products._ 911,198 769,828 —16 
83 Drugs, soap, cosmetics 825,992 338,242 +4 
18 Paint and varnish... 101,808 90,494 —ll 
81 Petrol. prod. & ref... 2,388,197 1,763,857 —25 
64 Cement, glass, stone. 318,343 318,492 +2 
40 Iron and steel 1,122,764 184,762 —80 
453 Other metal products... 1,994,911 1,769,486 —li1 
45 Automobiles & parts. 1,372,908 802,084 4) 
87 Other transp. equip. 233,071 178,356 —23 
78 Misc. manufacturing — 128,230 121,374 — 6 
1,258 Total manufacturing. 10,441,802 8,517,362 18 
14 Metal mining 44,922 85,481 —21 
17 Other mining, quarry. 101,211 74,036 —27 
81 Total mining, quarry. 146,183 109,517 —25 
29 Chain stores—food 145,475 155,059 +17 
44 Chains — variety, ete. 116,218 114,527 —1 
56 Department & spec. 153,458 147,148 —4 
652 Wholesale and misc... 267,892 264,885 —1 
181 Total trade 683,048 681.619 _— 
118 Class 1 railroads 140,000 602,000 —19 
54 Other transportation. 97,350 98,291 +1 
167 Total transportation. 837,350 700.291 —16 
157 Elec. power, gas, ete... 1,252,504 1,347,300 8 
1i Telephone & telegraph 937,189 1,076,604 15 
168 Total public utility... 2,189,693 2,423,904 +11 
17 Amusements — 17,6 9,036 —49 
18 Restaurant and hotel_ 9,672 9,727 +1 
84 Other bus. ser. & const. 102,948 93,941 —? 
64 Total amuse., ser., ete. 130,318 112,704 --lt 
176 Commercial banks... 843,896 873,807 4 
122 Investment trusts 875,516 882,008 t 2 
83 Sales finance 128,858 122,084 —1 
20 Real estate 4,615 5,804 +15 
850 Total finance 1,847,880 1,883,208 +3 








2,219 Grand total $15.776.219 $18,928,600 

Within most of the industry groups, the 
changes among individual companies were ex- 
tremely uneven. Reports of some companies 
showed sales and earnings establishing new 
peaks, despite the general business recession and 
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try groups. Others fell far behind 1957 results 
and suffered deficits. 


Trends in Manufacturing 

For manufacturing companies, the decline of 
18 per cent for the full year compares with a 
drop of 29 per cent in our November tabulation 
covering the first nine months. The improved 
showing results from the sharp advance in earn- 
ings during the fourth quarter. Two out of three 
of the 620 companies with fourth quarter data 
increased earnings over both the third quarter of 
1958 and the fourth quarter of 1957. The striking 
improvement in the final quarter permitted many 
organizations to offset serious earnings slumps 
or actual deficits experienced earlier. 

Manufacturers’ reports for the full year reveal 
that 41 per cent increased their dollar sales 
billed, but that only 36 per cent were able to 
raise their net income, reflecting a . tend- 
ency for costs to rise and profits to lag. Even so, 
results would have been worse except for efforts 
to find ways to save unnecessary costs. Newly 
installed plant and equipment was helpful 
toward this end, while involving enlarged depre- 
ciation charges. 

Among the major groups, it will be seen that 
earnings were best maintained by foods and 
beverages, tobacco, drugs, and building mate- 
rials. Net income in the petroleum, steel, and 
transportation equipment industries dropped 
more than 20 per cent. More moderate declines 
were shown in textiles, clothing, shoes, tires, pa- 
per, chemicals, and paints. 

The improvement in profits in the fourth quar- 
ter represented an acceleration of the recovery 
that had become evident in the third. Roughly 
half of the fourth quarter advance in net earn- 
ings represented the progress of recovery while 
the remainder might be attributed to regular 
seasonal factors. 

Net Income of Leading Manufacturing Corporations 

for the Fourth Quarter, 1957-58 


(In Thousands of Dollars) 


Industry 
Groups 1957 1958 


44 Food products & bev. § 17.405 8 
54,450 


Tobacco . 
Textiles & apparel__. 21,792 
Paper & allied prod... 80,140 
Chemical products —.. 210,142 
Drugs, soap, cosmetics 86,707 
48 Petrol. produc. & ref. 447,262 
Cement, glass, stone. 73,260 
234,249 
53,625 


Ne. of 
Cos. 


Other metal products. 
62 Autos, other trans. eq. 889,106 s 
Mise. manufacturing 123,286 y 21 
620 Total manufacturing _ $2,148,717 +18 
Annual results for a large number of additional 
companies to be published during March will be 


included in a final summary in our April issue. As 
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in previous years this will give by industry groups 
the average percentage profit margins on sales or 
revenues, and the rates of return on book net 
assets or net worth. 


Changing Dividend Trends 
Despite the decline in corporate net income 
last year, the dollar aggregate of cash dividend 
payments decreased less than 1 per cent, accord- 
ing to Department of Commerce estimates. The 
result was a sharp decline in net income retained 
for financing replacements and . Many 
large corporations, because of the brevity of the 
recession and reductions in capital spending, 
found themselves financially able to maintain 
the same dividend payments as in 1957. There 
were actual increases last year in dividend dis- 
bursements by such industry groups as food- 
beverage-tobacco, petroleum, electrical machin- 

ery, trade, public utilities, and finance. 


Credit for Home Building 


One of the strong driving forces behind the 
business recovery has been the acceleration of 
home building. In nine months, March to De- 
cember, new housing starts expanded from an 
annual rate of 920,000 to 1,430,000 units per year 
— the highest since December 1954 and not far 
from the peak of 1,486,000 in August 1950. Out- 
lays on residential construction in January were 
at a seasonally adjusted annual rate of over $21 
billion —a new record—and will probably go 
higher just to complete work on the heavy vol- 
ume of houses started and contracts awarded in 
recent months, 

Yet, even though business is extending its re- 
covery, home-building activity is close to boom 
proportions, and retrenchment in federal expendi- 
tures is called for in the interests of economic 
stability, there is a strong disposition in the Con- 
gress to enact programs to stimulate housing con- 
struction for years to come. 

The Senate on February 5 passed a bill author- 
izing $2.7 billion over a 6-year period for such 
varied purposes as urban renewal, subsidized 
public direct loans to veterans, and 
college dormitory and classroom loans, as well 
as less controversial features such as additional 
authority for mortgage insurance and higher rates 
on home mortgages guaranteed by the Veterans 
Administration to increase their attractiveness to 
investors. The House of Representatives ap- 
apse $300 million for direct ‘ins to veterans, 

ut has not yet acted on the main housing bill. 
However, the Banking and Currency Committee, 
on February 25, approved a 3-year, $2,075 mil- 
lion program. 
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Noting that the then pending Senate bill would 
involve $1.8 billion more spending in the next 
several years than he would recommend, the 
President, in his news conference of February 4, 
pointed out that “right off in the very first bill 
the budget is to be unbalanced.” 


Help from Easy Money 

The speed with which home builders have 
been drawing on borrowed money is indicated 
by the fact that residential mortgage debt out- 
standing rose $6.8 billion in the second half of 
1958, a rate exceeded only at the peak of the 
1955 housing boom. The supply of mortgage 
money was deliberately made over-plentiful last 
year as part of the policy of providing more 
jobs. The Federal Reserve’s easy money policy 
radically reduced returns available on bond in- 
vestments during the first half of 1958, and mort- 
gages became correspondingly more attractive. 


The Federal Government further increased 
supplies of mortgage money last year by provid- 
ing the Veterans Administration with $350 mil- 
lion for making direct mortgage loans and by 
authorizing the Federal National Mortgage As- 
sociation to make commitments to purchase at 
par $1 billion of federally underwritten new home 
mortgages of $13,500 or less. 


The main stream of mortgage money supply is 
provided by individual savings, occasionally put 
directly in mortgage investments but more usual- 
ly placed with savings institutions. Essential aid 
to home building was provided last year by the 
unprecedented growth in savings placed with 
commercial and mutual savings banks and in sav- 
ings and loan association shares. With strong 
growth of life insurance company reserves, the 
net increase in institutional savings evidently ex- 
ceeded $19 billion during 1958, compared with 
about $17 billion in 1957. At least half of this 
money went into mortgage investments. 


The fact is that people were in the mood to 
save and were encouraged to do so by offers of 
higher interest rates and other active promo- 
tional efforts by savings institutions. This has 
bulwarked the supply of money available for 
mortgage investments. 


Another “Automatic Stabilizer’’? 


With the increased flow of investment funds, 
applications for new mortgages mounted rapidly 
in the spring and summer of 1958. The accom- 
panying chart shows that a high proportion of the 
initial increase in housing starts was financed 
through Federal Housing Administration insur- 
ance and Veterans Administration guaranty pro- 


which were available on liberalized terms 
attractive to home buyers. 











Nonfarm Dwelling Units Started, by Type ef Financing 
(Three-month moving averages of seasonally 
adjusted annual rates.) 


The rise in FHA mortgages accelerated after 
the interest rate was advanced to 5% per cent 
in August 1957; the VA program recovered last 
April. after the Emergency Housing Act of 1958 
permitted an increase in interest to 4% per cent. 


For conventional me on the other hand, 
the supply of funds has been better sustained 
because the interest rate is free to fluctuate with 
credit conditions. The FHA and VA interest 
rates are infrequently changed, leading to wide 
fluctuations in the supply of funds for these pro- 
grams as credit conditions change. 

The swings in mortgage credit supply, particu- 
larly under government pro , create prob- 
lems for home builders and building supply 
firms. From a broader viewpoint, on the other 
hand, home building has acted as a kind of 
“automatic stabilizer,’ creating more jobs when 
other work was slack and vice versa. 


Home building, financed so largely by bor- 
rowed money, is bound to be stimulated or re- 
tarded by credit conditions. The rate rigidity of 
government programs has made them undesir- 
ably vulnerable when money tightens and this, 
time and again, has created demands for federal 
appropriations to buy mortgages. 


In a speech before the Mortgage Bankers 
Association of America on November 8, 1958, 
Raymond J. Saulnier, Chairman of the Presi- 
dent’s Council of Economic Advisers, summed 
this situation up: 


We can be reasonably sure of one thing. These year- 
to-year and month-to-month fluctuations in home build- 
ing are not due to changes in the underlying conditions 
of housing demand. . . . And I think it must also be con- 
ceded that these changes in mortgage markets are due 
only to a small extent to changes in the aggregate 
volume of savings generated in our economy... . 
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Basically, it is a question of the attractiveness of the 
home mortgage and more particularly of the federally- 
underwritten , Bon mortgage, as compared with other 
possible media for the investment of savings. In the 
enterprise system which it is our mandate and wish to 
foster, competition for savings turns mainly on questions 
of yield. The problem is that the federally-underwritten 
home mortgage, on a yield basis, is sometimes unattrac- 
tive as an investment relative to the other uses for in- 
vestment funds with which it must compete; and at 
other times it is very attractive, indeed. 

The Senate housing bill, as noted earlier, would 
move the upper limit on VA-guaranteed mort- 
gages from 4% per cent to 5% per cent; this is 
the current rate on FHA-insured mortgages. The 
latter have an upper limit, set back in 1934, of 
6 per cent. Greater flexibility in rates provided 
under VA and FHA programs can avoid drains 
on the Federal Treasury when money is tight. 


Inflation in Housing Costs 

Expenditure in aid of home building is an ele- 
ment in the $13 billion federal deficit during the 
current fiscal year. If the deficit were to be 
financed in an “orthodox” way — that is to sa 
by bond sales to tap current savings — the Fed- 
eral Government would be pre-empting the 
money now flowing into mortgage investments. 
Expanded government construction outlays — 
whether for roads and bridges or schools and 
hospitals — also compete with home builders for 
labor and to some extent for materials. 

As a broad generalization, too much money 
has been available for and devoted to construc- 
tion in general ever since World War II. Stimu- 
lants applied in periods of recession have in 
retrospect been too strong and have tardily been 
withdrawn. The result emerges in constant con- 
struction cost inflation which since 1946 has run 
at an average rate of 5 per cent a year, com- 
pounded. The accompanying chart illustrates the 
impact of inflation on new housing expenditures. 
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New Private Residential Construction 
Total Dellar Expenditures and Physical Velume, 1946-58 


The demand for mortgage money has been 
swollen not only by rising construction costs but 
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also by the tendency of the home buyer, perhaps 
influenced by inflationary 5 ae, to seek 
the largest possible mortgage he can handle. 
Housing and credit experts generally expect 
that mortgage money may become tighter as the 
year progresses, under the influence of Treas- 
ury deficit financing requirements and increased 
business needs for credit. So far, however, the 
supply of mortgage money has been strongly 
sustained. For one thing the Treasury has sought 
to finance only a small part of its deficit with 
offers of long-term bonds, the type of security 
most competitive with mortgage investments. 
Meanwhile, reflecting a lower level of plant and 
equipment outlays and absence so far of im- 
portant inventory accumulation, corporate needs 
to borrow additional money, by bond issues or 
bank borrowing, have remained at low ebb. 
The large volume of mortgage commitments 
now outstanding will support a continued large 
volume of building well into 1959. Beyond that, 
the continued availability of substantial funds 
for mortgage investments will hang on the one 
of savings institutions to develop further gro 
in their resources, achievement of flexibility in 
government-underwritten programs, and the suc- 
cess of the Government in curtailing its deficit. 


U.S. Competitive Position in 
World Trade 


We have entered an era of sharper competition 
in world markets. More and more people, here 
as well as abroad, are wondering whether the 
U.S., because of its high production costs, is 
losing its position in world trade — “pricing itself 
out of world markets.” Keener competition is 
coming not only from Russia but more especially 
from Western Europe and Japan where industry 
has been rebuilt to new heights of efficiency. 

Symptomatic of the change in conditions of in- 
ternational trading is the fact that Americans 
maintained, on the whole, their purchases of im- 
ported goods during 1958 in spite of the business 
recession; and they are now increasing them once 
again. Abroad, trade discriminations still exist 
against many lines of American products, but, 
even where U.S. business is quite free to compete, 
many orders are going to suppliers from other 
countries who can offer better prices. 

To maintain its position in rt markets as 
well as to hold respect for the dollar, the U.S. 
will need to guard against wage-price spiraling. 
Government outlays abroad, and continuance of 
private capital exports, must have a count 
in merchandise exports, competitively priced. 


Otherwise, the result is gold outflow, from a sub- 
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stantial though not inexhaustible stock, or a 
further increase in U.S. short-term indebtedness 
to other countries. 


Trade Performance in Perspective 


To understand where the U.S. stands in world 
trading today, it is necessary to view our recent 
export and import performance in perspective. 
As the table shows, U.S. merchandise exports 
last year still ran well ahead of merchandise im- 
ports (even if shipments financed by military aid 
are excluded, as is done here). Furthermore, last 
year’s $16.2 billion exports, even though $3.1 bil- 
lion below 1957, were $2.3 billion above the 
average for 1952-56. Our imports, only slightly 
down from 1957, were up $1.6 billion from the 
1952-56 average. 


United States Voreign Trade 
(In Billions of Dollars) 
Average 
1953-56 1957 
$13.9 $19.3 
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* Excluding military-aid shipments. e-4th quarter estimated, 
Totals may not add up because of rounding. Source: U.S, Depart- 
ment of Commerce. 


The 1957-58 decline in exports was explained 
partly by the passing of the Suez crisis, which had 
swollen petroleum exports during the first half of 
1957, partly by the slackening of the investment 
boom in Europe, which had led to increased 
purchases of materials here, and partly by a drop 
in cotton exports. But a greater part of the loss 
was spread around various classes of manufac- 
tures, 


U.S. imports of raw materials were reduced 
in 1958, reflecting decline in industrial activity, 
but imports of manufactures rose sufficiently to 
hold the total for imports practically even. 


Farm Commodities Priced Out 
The weakness of U.S. trade is nowhere 
more apparent than in basic farm products. Be- 
cause of government price supports and restric- 


tions on acreage and marketing, these can be 
moved in international markets only with the 
help of subsidies or surplus disposal programs 
mies which they are given away or sold for 
“soft” currencies. As the President noted in his 
farm message to Congress, “not a bushel of wheat 
nor a pound of cotton at present is exported 
without direct cost to the Federal Treasury.” 

While the United States has been pricing itself 
out of markets abroad, other countries have ex- 
panded their output of farm products. Mean- 
while our surpluses continue to grow unless 
drawn down, as cotton since 1955, by sales 
abroad at sharp discounts from domestic prices. 
Even so, the United States today holds less than 
80 per cent of the world cotton market, against 
40 per cent ten years ago. Exports of other sup- 
ported crops have been affected similarly. 

In lead and zinc the rise in American costs 
and prices shows itself in a still different way. 
Competition from the lower-priced foreign met- 
als was so keen in 1957 and 1958 that many 
domestic producers were forced to shut down 
or curtail their operations. In an attempt to re- 
lieve the plight of domestic mines, the Govern- 
ment last October imposed import restrictions 
on lead and zine. 

To reduce imports of crude oil, which is pro- 
duced cheaper abroad than here, the government 
devised in 1956 a voluntary quota program. As 
a result, the inflow of crude fell off while that of 
refined products, not subject to restriction, rose 
so that total petroleum imports increased slightly. 
This contrasted with a reduction in domestic 
output and a decline in exports. 
BILLIONS OF DOLLARS 

T T T 





US. EXPORTS 
FINISHED %y 
MANUF ACTURES 


ny U. S. IMPORTS 
FINISHED 


MANUFACTURES 
1 ] j | 
1954 1955 1956 1957 1958 
QUARTERLY 











U.S. Imports and Exports of Finished Manufactures 
4th quarter 1958 estimated 


Source: U.S. Department of Commerce 
American coal remains —_ competitive but, 
because of the piling u coal at pitheads in 
Western Europe, countries have reduced 
here, Germany has recently increased 
its tariff on coal. 
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Competition in Manufactures 


In manufactured goods, U.S. exports are still 
more than double imports. The ratio not so many 
years ago was three-to-one. (Seepreceding chart. ) 

The change in the U.S. competitive position 
that has attracted most attention is in passenger 
automobiles. Last year, the number of passenger 
cars imported was triple the number exported 
(see chart below) and, with domestic automo- 
bile sales slow, European manufacturers carved 
out some 8 per cent of the total new car market 
in the U.S. The American automobile industry, 
so long the symbol of U.S. industrial leadership, 
now ranks fifth in terms of numbers among 
world car exporters — after Germany, the United 
Kingdom, France, and Italy. This is, of course, 
the outcome of many factors, including tariffs 
and excise taxes, comparative costs of operation, 
and style and size preferences; but competitive 
pricing has also been important. 
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U.S. Imports and Exports of New Passenger Cars 
Source: U.S. Department of Commerce 


This example is not typical, however. Even 
for automobiles, if the entire category is taken in 
dollar terms — including trucks, parts, tires, etc. 
—it is found that exports remain larger than 
imports. .But many manufacturers in various 
lines of machinery, for example, are troubled by 
difficulty of holding foreign markets or meeting 
foreign competition here. Individual cases of 
foreign competitive bids for electrical equipment 
have received wide publicity. 

Largely because of intensified price competi- 
tion, U.S. steel exports last year fell roughly 40 
per cent from 1957; steel imports declined only 
about 10 per cent. 

U.S. cotton mills are placed at a competitive 
disadvantage, both in the home market and 
abroad, by our sales of raw cotton in foreign 
markets at prices substantially below what mills 
in this country have to pay. The rtment 
oper  _ caclaer taeda © toate 
lem by making equalization payments to export- 











ers of cotton textiles to offset the higher cost of 
raw cotton to domestic mills. 


Catching Up in Efficiency 

The United States remains far and away the 
world’s largest exporter but slippage in leader- 
ship is worthy of note. The decline last year in 
U.S. exports of manufactured goods is significant 
in light of the efforts made by industry to seek 
foreign orders to compensate for slackened sales 
at home. Other nations were also affected by 
recession, and this explains difficulties in getting 
export business. But Western Europe and Japan 
were more successful than the U.S. in maintain- 
ing exports of manufactures. 


the second half of 1958, the U.S. ex- 
ported about 10 per cent less manufactures than 
during the first half of 1957, the all-time peak in 
world trade in manufactures. At the same time, 
according to preliminary data, Germany in- 
creased its exports of manufactures by 14 per cent 
and Japan by 6 per cent; the United Kingdom ex- 
perienced a 4 per cent drop and France, on the 
whole, maintained its sales. Italy and the Neth- 
erlands increased their exports of manufactures, 
Belgium-Luxembourg and Canada saw declines 
in their exports, and Sweden and Switzerland 
more or less held their positions. The reduction 
in world total exports of manufactures was ac- 
counted for principally by the fall in U‘S. sales. 


As a result, the share of United States in world 
exports of manufactures slipped to 24 per cent 
in the second half of 1958 from 26 per cent dur- 
ing January-June 1957. Germany last year dis- 
placed the United Kingdom as the second largest 
exporter; its share rose to 19 cent from 17 
per cent. The share of the United Kingdom re- 
mained steady at 18 per cent after having con- 
tinuously fallen during the preceding years. 
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Hourly Wages in Manofactaring 
1958 figures estimated 


Source: International Labour Office 








_____ March, 1959 


t 





The U.S. has the biggest stake in manufactur- 
ing goods for export. Its competitive power has 
been based on heavy capital investment, provid- 
ing efficiencies of large scale production which, 
combined with technical leadership, have per- 
mitted U.S. goods to compete abroad despite 
the heaviest wage costs in the world. Hourly 
wages in manufacturing in this country are 
three times as high as in the United Kingdom 
and almost four times as high as in Germany. As 
the chart shows, wages have been rising in all 
three countries. But apparently the advances 
abroad have been better justified by improve- 
ments in productivity. 

What happened is that, with the subsidence of 
the boom in mid-1957, industrial countries gen- 
erally sought to develop —— business. U.S. 
business was the easiest to displace on a basis 
of price. For example, shipments from the U.S. 
to Latin America declined noticeably last year 
while those from Western Europe and Japan in- 
creased. These countries, installing modern labor- 
saving equipment and broadening their markets, 
have whittled away the U.S. advantage. 


It was the faster pace of inflation, lower pro- 


ductivity, and insufficient capacity in other in- 
dustrial countries that made it possible for the 
US., in earlier years, to charge higher prices 
without feeling the effects in its exports. But 


this is now a matter of the past. 


Exports, Employment, and the Dellar 


The direct and immediate stake of U.S. busi- 
ness and labor in exports stems from their im- 
portance for the domestic economy. Merchandise 
exports account for something like 8-10 per cent 
of the value of goods produced in the United 
States. According to Department of Labor es- 
timates, 4% million persons, 7 per cent of the 
. civilian labor force, gain their livelihood directly 
or indirectly from export trade and the domestic 
distribution of imports. 

These aggregates, however, tell only part of 
the story since the export markets are of even 
greater importance for many individual sectors 
of the economy. For instance, about 10 cent 
of farm income is derived from sales abroad; in 
recent years, about two fifths of the cotton and 
one third of the wheat grown in the U.S. have 
been exported. Among industrial products, ex- 
ports are particularly important in machinery 
lines; they account for 40 per cent of all sales of 
construction equipment. Exports provide a sub- 
stantial market for coal, chemicals, aircraft, rail- 
way equipment, and trucks. Geographically, all 
regions of the U.S. have a stake in foreign trade. 


Evidently, much of the recent decline in U.S. 
exports can be traced to circumstances 
mentioned. Furthermore, there are lines 
in which the U.S. remains strongly competitive. 
Indeed, nobody can say that American goods are 
broadly noncompetitive so long as many countries 
maintain discriminatory restrictions on imports 
from the United States. 

But the possibility of the United States pricing 
ttoalt ait af the wuld toedliaia sats beste 
missed, On the , we must concern our- 
selves with the of domestic infla- 
tionary developments for our international bal- 
ance of payments. Renewed inflationary pres- 
sures ought to be prevented, of course, for over- 
whelming reasons of a domestic nature, eco- 
nomic and financial as well as social; but injury 
to exports and employment clinches the case. 


A Challenge te be Met 
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of U.S. aid to put Western Europe and Japan 
on their feet is paying off. But credit is due even 
more to their own Production comes out 
of sweat. Export ca develops out of credit 
and fiscal policies that encourage saving, build 
domestic markets for raising 
inflation of domestic 
prise springs out of a frien 
where property rights are protected, labor is rea- 
sonable in its demands, and oppressive taxation 
avoided. 


We have been friendly nations abroad 
much advice on to get ahead in the 
world. Perhaps the time has come when we 
should take some of this advice ourselves. Per- 
haps Congress should be less concerned with 
breaking up economical large business units and 
more concerned with the ability of our industry, 
burdened by the highest wages and the heaviest 
taxes, to maintain indefinitely its place in a whole 
world of competition. The challenge is one for 
industry to meet with the encouragement of gov- 
ernment and the understanding of labor. 


Our leadership hangs on ability to keep com- 
petitive in world markets, 


THE FIRST NATIONAL CITY BANK OF NEW YORK 





We're Changing 
Our Name 


Now City Bank Farmers Trust Company 
has a new name — First National City 
Trust Company. This Trust Company, 
the oldest and largest organization of its 
kind in the country, has been affiliated 
with The First National City Bank of 
New York for many years. 

Our new name, First National City 
Trust Company will, we feel, reflect more 
accurately the close association of the 
Trust Company with its world-renowned 
banking affiliate, The First National City 
Bank of New York. ‘ 

Needless to say, the same quality 
and range of trust and investment services 
will continue to be provided. 

For those individuals, organizations, 
and corporations seeking experienced 
management of funds, First National 
City Trust becomes the name to call. 
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